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Dcar Applicant

This is a final adverse determination as to your exempt status under section
501(cX3) of the Intemal Revenue Code.

Our adversc determination was made for the following rc:éson(s)

You have failed to establish that you are organized and operated exclusively for
exempl purposes within the meaning of sect’on 501(eX3) of the Internal Revenue Code
You are operated for private benefit and your camings inure to the benefit of private
individuals. .

Contiibutions to your organization are not deductible under Code section
170(c}2)

You are required to file Federal income tax returns on the form indicated above
Based on the financial information you furnished, it appears that returns should be filed for
the above years Processing of income tax returns and assessment of any taxes due will
not be delayed because you have filed a petition for declaratory judgment under Code
scction 7428, You should file returns for later years with the appropriate service center
shown in the instructions for those returns.
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If you decide to contest this deterntination vader the declaratory judgment
provisions of Code section 7428, a pctition: to the United States Tax Court, the United
States Court of Claims, or the District Court of the United States for the District of

- Columbia must be filed within 90 days from the date this determination was mailed to you.
Contact the clerk of the appropriate court for rules for filing petitions for declaratory
1 judgment,
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We will notify the appropriate State officials of this action, as required by Code
. section 6104(c). |

Associate Chief

% If you have any questions, please contact the person whose name and telephone
E number are shown in the heading of this letter.

f Sincerely yours,
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Internal Revenue Service: ‘ Department of the Treasury
District
Director
Person 1o Contact:
D

Telephone Number:

CERTIFIED MAIL

Dale: FEB - 2 1998

Dear Applicant:

We have considered your application for recocmition of exemption from Federal
income tax under section 501({c)(3) of the Internal Revenue code and have
detormined that you do not qualify for exemption under that section. Our
reasons for this conclusion and the facts on which it is bagsed are explained
balow.

The information submitted shows that you were incorporated under the laws of
the State of I on I You are organized and operated
exclusively for educational and charlitable purposes within the meaning of
Section 501(c)(3) of the Internal Revenue Code.

"Your purposes state: "This corporation is a nonprofit public benefit

corporation and is not organized for the private gain of any person. The
corporation is organized under the Nonprofit Public Berefit Corporation Law
for charitable and educational purposes to aid the poor and disadvantaged
individuals and families towards a life of self-sufficiency. Your programs
will coensist of, but shall not be limited to : Troubled youth, workshops, job
training, job placement, Land Acquisition Housing, employment, literacy,
counseling, temporary shelter, teenage pregnaRcy, substance abuse awareness
and prevention, tutoring, AIDS, Elderly care and other programs to aid those
in need.

You anticipate income from gifts, grants and contributions from the public,
and from Federal government programs.

Your expenses are projected for salaries and benefits, rent, materials,
computer software, expendable equipment, equipment, computer hardware,
supplies, 1nsurance, and communications.

Your response to letter dated I, K indicates that I} of your
organization's tim2 will be devoted to providing on-the-job-training to
underprivileged and/>r unskilled individuals in cosmetology ard nail care for
future empiovment, and R of your organization's time will be used to lease
or purchase through financial institutions or personal financing abandoned or
rundowned house for rehabilitation for low to moderate income families and
individuals. 1Irdividuals will be able to rent and/or purchase the homes
provided they meet qualifications standards establishod by the financial
institution.
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Individuals selected for the job training program will serve a 24 month as a
apprentice hair dresser or three months as & nail technician, at the "I
. This salon is owned by the President of .

Participants in the hairstyling program will be required to pay an initial fee
of Sl to cover the cost of supplies and equipment for the first six
months. After the first six months, participants may be compensated for their
sorvices and will be assgessed a no~laal fee based on their income by the
owner/operator of the salon for sipplies, equipment, and booth rental. Nail
care trainees w!ll pay an initial foe of SHEEM for supplies and equipment;
and, after three months, the technician may he assessed a nominal fee from any
income recaived once determined competant to perform manicures/pedicures.

It has beon shown that NN (s paid SHEENa year for salary as
Prosident of I . 2! receaives compensation of $Hll an hour to provide job
training. Salaries are also paid to I (SEE an hour) and

(SN an hour) to provide instruction. The individuals are also
amployees of .

Section 501{c)(3) of the Internal Revenue Code provides for exemption from
Federal income tax for organizations which are orgar.ized and operated
exclusively for charitable, religious, &nd educational purposes, no part of
the net earnings of which inures to the benefit of any private shareholder or
individual,

Section 1.501({c)(3)-1(a)(1) of the Income Tax Regulations provides that in
order to qualify for exemption under section 501(c)(3), an organization must
be both organized ard operated exclusively for one or more exempt purposes.
Failure to meet either the organizational or operational test will disqualify
an organization from axemption under section 501(c)(3).

Section 1.501(c}(3)-1(c)(1) of the Regulations provides that an organization
will be regarded as "operated exclusively" for one or more exempt purposes
only if it engages primarily in activities which accomplish zuch purposes. An
organization will not be so regarded if more than an insubstantial part of its
activities is not in furtherance of an exempt purpose. Thus, in construing
the meaning of the phrase "exclusively for ediicational purposes" in Better
Business Bureau v, United States, 326 U.S. 27% (1945), the Supreme Court of
the United States stated, "This plainly means that the presence of a single
non-educational purpose, if substantial in nature, will aestroy the exemption
regardless of the number or importance of truly educational purposes."”
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Section 1.501(c)(3)-1(d){(1)(ii) of the Income Tax Regulations states that an
crganization is not organized or operated for any purpose under section
501(c)(3), unless it serves a public rather tran a private interest. Thus to
meet the requirements of this subparagraph, it is necessary for an
orqganization to establish that it is not organizad or operated for the benefit
of private interests such as designated individuals, the creator or hiu
family, shareholders of the organization or persons controlled, directly or
indirectly, by such private interests. Moreover, even though an organization
may have exempt purposes, it will not be considered as operating exclusively
for such purposes, it more than an insubstantial part of itz activities servy
private inlorests.

Section 1.501(cl(3)-1{a)(]1) of the Requlations provides that an organizsition
rAy meet the requirementr of section 501(¢c)(3) althcigh it operates a trade or
business as a substantial part of {ts activities, if the operations of such
trade or buninass arn {n furtherance of the organization's axemot purpose or
purposas anx! L{f the organization is not organized or operated for the primary
purpogse of carrying ¢n an unyelated trade or business as define! in saection
513. In determining the existance or nonaxistance of such primary purposs,
all the circumstancer mist be considered, including the gize and extent of
activities which are in furtherance o0t one or more exenpt purpcces.

In Betier Business Pureau v. lnited States, 326 U.S. 279-283, (1945), the
caurt held that the existencr of a single rorn-exempt purposa, if substantial
in nature, wiil destroy axerotion under sectian %01({c)(3) regardless of tha
number or importance of truly exempt purposes. Tc qualify for exemption urdar
section 501(c)!{3), the applicant organization must show (1) that it 1is
orqanized and operated exclusively for religious, or charitable purposes. (2)
that mo part of the net earnings imures to the benefit of a private individual
or shareholder, and (3) that no substantial pav of its activities consists of
the disgsemination of propaganda or otherwise atteapting to influence
lagislation or engaging {n pclitical activity. lee Konner v. Commissioner,
3i8 F. 2d. €32, (7th Cir. 1963).

In Ilnternaiinnal Postgraduate Medical Foundat.on v. Comiisgiqrer. 56 TOM 1140
T.C. Memo 1989-36, the founder of an exempt organization and for-profit entity
was in 1 position to use the exempt entity to benefit his for-profit business.
The exempt orjanizaeticn contracted with the for-profit business to perform
services on its behalf. The coirt stated that when a for-profit entity
receives henefits from an exempt organization, the erxempt organizaticn is rot
cperated exclusively for charitable or any other purposes no satter how many
axerpt activities 1t conducts.

trom cur review of your activities, it does mot appear that you are organjzed
or werate! axclusively for charitable or educational purposes. The manner in
which you are condusting your activitiag only serves to benefit your founders
and their relatives and enployees, like the organization described in
\nternatiosal Postaraduate Medicel Foundation.



e

R YT e A T TR N S e A

R TRy

TR BT v

The inurement proscription ccnta‘ned in Regulations 1.501{<)(3)-1(c){1l) staies
that an organization is not cperated exclusively for one or rore exempt
purposes if its net earnings .nure in whole or in part to the benefit of
private shareholderns or individuals. Inurement is likely to arise where the
financial banefit represents a transfer of the organization's financial
rescurces to an individual solely by virtue of the individuals relationship
with the organization, and without regard to the a-complishment of exempt
PUrTORSs .

Inuremant of i{ncome {8 sirictly forbidden under section £01(c)(3) without
regard to the amount (nvolved. This proscription applies to persons who
bacaure nf their particular ralationsnip with an organization have an
cpportunity to control or influence its activities. Such persons are
connideret “inkidara” for purposen of detarmining whathar thare is inurement
of tmwyws  Camarally, an organization's officers, directora, founders, and
their familien are conctdored "iraiders”,

Pagqulatiors 1.5%01{¢,i3)-1{c){1) indicates that an organization will not be
exampt under saction %01(c)(3) if mora than a4 insubatantial part of its
activities 18 nct in furtharance of an exempt purpose. Thus, an organization
whose operations result in private banefit that is sore than insubstantial,
will not bn considared as serving an exempt purpose. This private benefit
rrchibition applies to all Xinds of persons and qroups, rot just to "insiders”
subject to the more strict inurement nroscripticn. .

Your use of the President's for-profit teauty salon as A job-training progran
anxd the payment of instnuctor salaries to these eaployeas of the for-profit
galon s not a charitahie usa of furis within the meaning of section

SCi(e) 3.

We are not makinGg a determination on the exempt status of your housing
activities uer secticn 501(c)(3), as not enough information was providzd to
do =0,

Therefore, we have concluded that you cdo not qualify for exemption form
Federal income tax as an organization described in section 501(c¢)(3) of the
Code. in accordance with this determination, you are required to file Federal
income tax returns on Form 1120.

Contributions to your organizat:ion are not deductible by donors under sectichn
170(c)(2) of the Code,

1n a~cordarre with the provisions of secticn 61C4(c) of the Code, a ccpy of
thisg Jetter will De gant to the appropriate State officlals.
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If you do not agree with our determination, you may request consideration of
this matter by the Office of Regional Director of Appeals. To do this, you
should file a written appeal as explained in the enclosed Publication 892.
Your appeal should give the facts, law, and any other information to support
your pogition. If you want 4 hearing, please requast it when you file your
appeal and you will be contacted to arrange a date. The hearing may be held
at the reqional office, or, if you request, at any mutually convanient
district office. If you will he represented by someone who is not one of your
principal officers, that person will need to file power of attorney or tax
information authorizaticn with us.

If you don't appeal this determination within 30 days from the date of this
lattar, as aexplained in Pudlication €92, this letter will hecome our final
detarmination in this matter. Further, if you 4o not appeal this
detormination in a timely mannar, it will bo considered by the Internal
Revenue Sarvice as a failure to oxhaust administrative remedies. Saction
7428(b)(2) of the Code provides, {n part, that "A declaratcry judgement or
decree under this sc.tion shall not be issved in any proceeding unless the Tax
Court, the Claims Court, or the district court of the United States for the
Pistrict of Columbia detarmines that the organization involved has exhausted
administrative remedies available to it within the Internal Revenue Service."
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2 Appreals submitted which do not contain all the documentation required by
Publication 892 will be returned for completion.
E if you have any questions, please contact the person whose name and telephone

number are shown in the heading of this letter.

Sincerely,

District Director
Southeast Region

rnclosure: Publication 892

cc: I )
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